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" Dear Official of Federal Bank and Thrift Agencies

Edgemom Nelghborhood Coalition urgesyou to withdraw the proposed changes to the
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Community Reinvestment Act (CRA) regulations. CRA has been instrumental in Increasing
access to homeownership, boosting economic development, rand expanding small businesses in
.the nation's minority,immigrant, and low- and moderatesincome communities. Your proposed
thanges are comtrary to the CRA statute because they will hatt the progress made in community

epinvesiment.

Edgemont Neighborhood Cealition

- Edgemont Neighborhood €ealltion, Inc. is a nonprofit sommunity organization located in Dayton,
‘NMomgomery County, Ohie. The group CONSIStS of residents of the Edgemant neighborhood, a
“Joweincome African Ameriéan neighborhood I Dayton,who nave associated in order to foster
' pride In their neighborhood and address the issues of crime, youth and adult joblessness,
inadequacy of educational epportunities, affordabilityof utilities, and business and community Sponsar

' development.
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©Ona issue of importance of the Edgemont Neighborhood Coalition, inc. has been the availability
of affordable financlal services in the communlty. Edgemont has been active IN Community
Reinvestment Act activities in order that resldents have access to malnstream flnancial services
at malinstream prices, and not be relegated to high-cast "fringe bankers" such as payday lenders,
~subprime" mortgage lenders, rent-to--own vendors and pawnshops.

in furtherance of these goals, Edgemant has commented on proposed regulations by federal
agencles and has appeared as amicus curiae in court cases involving payday lending and
predatory mortgage lending. Edgemont has been a party In proceedings N tho Public Utilities
‘Commission of Ohlo. and has alse cosponsored canferencas concerning payday lenders and
‘thelir effects 0N the community. Edgemont supports the work of the National Community
Relnvestment Coatition, and of the Community Relnvestmant Institute Alumni Association here in

Dayten.

In'addition to being a community erganization. Edgernont Neighborhaod Coalition, Inc. functions
as a small business, operating an office, storefront, community garden and community computer
cénter.

Local Concerns

‘Montgomery County, Ohio, where we are localed, is expariencing an explosion of mortgage
foreciosures. There were more than 4,300 foreclosures In Montgomery County in 2003, up 250%
in aix years. The study report Predation in the subPrimeLending marker- Montgomery County ~
2001, examined of a random sample of mortgages associaled with foreclosure filings and found
that a significant minarity of sub-prime loans involved with fareclosures exhibit interest rates or

- ather features that am predatory in nature.

Subprime mortgage lending is more prevalent in minority neighborhoods. Minority hermeowners,
particularly women, have frequently been the targets of predatory lendecs. Foreclosed homes
add to the problem of abandoned properties, which btight the neighborhood and contribute to
orms,

A recent study by ACORN found that 23% of all refinance loans lo African-Americans in the
Bayton/Springtield area were made by higher cost subpnma lenders. as opposed 10 6% to
whites.! A study by the National Community Reinvestment Coalition found that African-
Americans are mare likely to get a subprime loan that whites even ifthe borrowers eredit scores
are the same,

The Federal Reserve Boand has found that the median value of financial assets for non-whiles b
anly 1/5 of 'that ofwhites.® The equity in o family home is the most common financial assel for
African-Amaricans. Unreasonably high cost mortgage loans attach the equity inthe home,
prevent upward mobility and ultimately can result in losing the home and what the home means to
e American dream .’

Our neighborhoods also Suffer from Lhe proliferation of payday lenders who charge high interest
"rates for short-term loans. The community is alsoe in severe need of business development and
-jobs which businesses provide.

-

Prextatory Londing in America, ACORN (Fabryrary 2004) availadls 3l

repyfagom omgMieadminPCommuniyR elnvesiment/RepontwSandE 2004/se persteand unaquael2004.pdf

The Brodown Credit Systsm, Nallonai Commundy Relmastmant Coallilon, (2003) meallable of hitp:/Avwy e grg/neredlvuniroslydy. pd
Azeorbs, Kennicke! and Moore, Rceat changoes In Family Finanoes, Evidence from tha 1998 and 2001 Survey of Congumer
Finances, Frdaral Reser Suikain, Sanuay 2003,

‘Corr and Schusty, Financial Servicos in Distressod Cammuniiles: Firamng the Josus, Finding nululion, ant Garr and Sour,
Pradatary Landing: An Ovarvew, in Fingricial Sarvieed In Oistressos Comumuniles! tesues and Answern, (Fannie Mae Foundation,

Auguml Z001),

e
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Objections to the Propased Changes

We are concerned that the proposed CRA changeswould facllitate predatory lending ana reduce
the abllity of the general public to hold financlal institutions accountable for compllance with
consumer protection laws. The proposed CRA changes will also thwan the Administration’s
goals of Improving the economic status of immigrants and creating 5.5 million new minority
homeowners by the end of the decade.

The pmposed changes include three major elements: 1) provide streamlined and cursory exams
‘for bands With assets between $250 million and $500 million: 2) establish a week predatory
lending compliance standard under CRA; and 3) expand data collection and reporting |or small
bustness and home lending. The beneficial impacts of tne third proposal are overwhelmed by the
darnage imposed by the first two proposals, In addition, the federal banking agencies did not
updste procedures regarding affillates and assessment areas in their proposal, and thus missed a
. ¥itai oppartunity to continue CRA's effectiveness.

Streamlined and Cursory Exams:

Underthe current CRA regulations, large banks with assats of at lease $250 milllion are rated by
performance evaluations that scrutinize their level of lending, investing. and services to low- and
moderate- Income communitles. The proposed changeswill eliminate the Investment and service
parts of the CKA exam far banks and thrifis with assets between $250 and $500 million. The
proposed changes would reduce the Agor of CRA exams for 1,111 banks that accaunt for more
thap $387 billion assets.

The elimination of the investment and service tests for more than 1,100 banks translates into

* donsiderable less accessto banking services and capital far underserved communities. For
example, these banks would no longer be neld accoumable under CRA exams for investing in
Low incame Housing Tax Credits, which have bean a major seurce of affordable rental housing

" negded by large numbers of immigrants and lower income segments of the minority populatior:.
Likewise, the banks wauld na longer ba held accountable for the provision of bank branches,
checking accouns, Individual Davelopment Accounts (IDAS), Or debit card services. Thus,the

' éffectiveness of the Administration’s housing and community development programswaoula he

- diminished. Moreaver, the federal bank agencieswill fail to enforce CRA's statutory requirement
that banks have a continuing and affirmstive ohligation to Serve credit and deposit needs if they
elirninate the Investmentand service test for a \arge subset of depository institutions.

Pradatory Lending Standard:

fhe proposed GRA changes contain an anti-predatory screen that will actually perpetuate
abusing lending. The proposed standard slates that loans based on the foreclosure velue of the
callsteral, instead of the abillty of the borrower to repay, can result h downgradesin CRA ratings
The asset-based standard falls short because it will N0t cover many instances of predatory
lendIng. For example, abusive lending would not resutt in lower CRA ratings when it strips equity
“‘without leading te dalinquency or foreclosure, h other words, borrowers can have the necessary
income to afford monthly payments, but they are still lasing wealth as a result of a lender's
wocessive feesor unnecessary products.

CRA exams will allow abusing lending if they contain the proposed anti-predatory standard that
goes not address the prablems of the packing of feesinto mortgage loans, high prepayment
' penalties, loan flipping, mandsatory arbitration, and other numerous abuses. Rigorous fair lending
audits and severe penalttes on CRA exams forabusing lending are necessary In order to ensure
that the new minority homeowners served by the Administration are protected, but the proposeda
predatory lendlng standard.will nat provide the necessary protections

ba a0vd
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Antl-Predatory Standard Must Appiy to All Loans
Made By the Band And Al Of its Affillates

In addition, and anti-pradatory standard must apply 10 all loaas made by the bank and all of jts
affiliates, not just real-estate secured loans Issued by the bank In its "assessment area" as
propcsed by {he agencies. Many banks have subprime affillates that charge unjustifiably high
rates and engage I abuslve practices of fund loans made by mortgage brokers who engage i
them. By shielding laark from the consequences of abusing lending. the proposed standard wiil
frustrate CRA's statutory requirament that banks serve low- and moderate-income communities
consistent with safety and soundness.

' Enhanced Data Disclosure: The federal agencies propose that they will publicly report The
specific census tract location of small businesses receiving leans In addition ta the current items
in the CRA smalll business data for each depository institution. This will improve the ability of the
general public to determina If banks ars serving traditionally heglected neighbarhoods with smail
business loans. Also, the requlators propose separately reparting purchases from loan
bAginations on CRA exams and separately reporting high cost lending (per the new HVIDA data
requiremsent starting with the 2004 data},

The positive aspects of the proposed data enhancements do not begin 1o make up for the
‘significant harm caused by the firsl lwo proposals. Furthermore, the federat agencies are not
gtilizing the data enhancements in order to make CRA exams more rigorous. The agencies must
not merely repoit the new data on CRA exams, but must use the new datato provide less weight
oh CRA examsto high cast loans than prime loans 2nd asslgn less weight for purchases that

fean originations.

Missed Opportunity to Update Exam Procedures: The agencies also failed to close gaping
lcopholes IN tne CRA regulation Banks can still elect to include affillates 0n CRA exams at their
optlen, The can thus manipulate their CRA exams by exciuding afflliates nol service low- and
‘inoderate- income borowers and excluding affiliates engaged I predatory lending. The game
playing with -affiliates will end only If the federal agencies reguire that all affiliates be includedon
‘grams. Lastly, the proposed changesdo not address the needed to update assessmeny aregas | a
'lhttude geographical areas beyond bank branches. Many banks made considerable portions of
thelr toans beyond their branches;this non-branch lending activity will not be scrutinized by CRA

. @Xams,

Tne proposed changes to CRA will diractly undercut the Administration's emphasis on minority
frormeownership and immigrant accessto jobs and banking services. The proposals regarding
streamlined warns and Me anu-preaatory lending standard threaten CRA's statutory purpose of
“the safe End sound provision of credit and deposit services, The proposed data enhancements
would become much more meanlingful if the agencies update procedures regarding assessment
sreas, affilistes, end the weatment of high cost loans and purthases 0N CRA exams. CRA is
-simply a law that makes capitalism werk for all Americans; CRA is too vital to be gutted by
hammitul regulatory changes and neglect. Thank you foryour attention to this critical matter,

‘r‘s’nmyx

'Basbara J. Hurt, Executive Director
“gdgemont Neighbarhood Codilition

‘Cc;”  National Community Reinvestment Coalition
‘ - President George .. Bush
Treasury Secretary.Jahn W, Snow



